
 
 
DATE:  September 24, 2002 
 
TO:  Evert Asjes, Chair, and Members of the Finance and Audit Committee 
 
FROM: Mark Funkhouser, City Auditor 
 
SUBJECT: Need for a policy to control and direct Tax Increment Financing 
 
 
Resolution 010924, introduced in June 2001, would establish city policy for the use of tax 
increment financing for economic development.  On July 10, 2002, the Finance and Audit 
Committee received a memorandum from Laura Whitener, Director and Chief Operating 
Officer of the Tax Increment Financing Commission, which responds to the specific 
items contained in Resolution 010924.  (A copy of Ms. Whitener’s memorandum is 
attached.) 
 
The purpose of this memorandum is to comment on Ms.Whitener’s response.  Taken as a 
whole, her comments seem to disparage the idea that the city should have a policy that 
limits in any way the use of tax increment financing (TIF).  Throughout her 
memorandum, she argues that because the City Council has the final authority to approve 
or disapprove TIF plans and projects, there is no need for a policy that limits the use of 
TIF. 
 
Although Ms. Whitener believes that individual TIF plans and projects should be 
considered by the City Council on a case-by-case basis, the city needs a policy to control 
and direct the use of TIF in order to: 
  

• Limit the overall financial risk to the city;  
• Assure public confidence in the integrity of the TIF process;  
• Recognize the costs of the TIF program and its administration;  
• Emphasize the fact that the City Council’s role is to develop the city’s policy and 

the TIF Commission’s role is to implement that policy;  
• Focus TIF as a tool to achieve clear, specific, measurable public goals; and  
• Make developers understand what the City Council expects when TIF plans and 

projects come to it for final approval. 
 
Limit the financial risk to the city.  Resolution 010924 proposes that the Council 
establish a limit on the amount of total assessed valuation subject to TIF.  Ms. Whitener’s 
memorandum points out that the state law does not limit TIF in relation to assessed value 



and asks what the policy would accomplish.  The policy would limit the risk to the city 
by limiting the city’s exposure. 
 
The city’s risk with regard to TIF is a function of two elements: the probability of an 
error and the city’s potential financial exposure.  The possible errors are that the “but for” 
test could be applied incorrectly, the amount of tax subsidy required to make the project 
feasible could be over-stated, or substitution could occur wherein some or all of the sales 
tax revenue generated was not in fact new revenue but was generated by sales that were 
previously occurring at existing businesses.  The exposure is the amount of revenue 
redirected to the developers under TIF agreements or the amount of real estate designated 
as subject to TIF. 
 
Ms. Whitener’s memorandum assumes that the probability of an error is zero and 
therefore it is not necessary to limit exposure.  The fact is, people make mistakes.  It is 
illogical to assume that a group of people making a certain series of decisions have, for 
several years, always been right and will continue to always be right for the foreseeable 
future. 
 
Assure public confidence in the integrity of the process.  The absence of a formally 
adopted policy for the use of TIF erodes public confidence in the integrity of the process. 
It can seem as if the public bodies involved, including the TIF Commission and the City 
Council, are simply responding to project-specific pressure. To the public, as well as to 
knowledgeable insiders, it can appear that the critical element required for plan approval 
is not how well the proposed TIF advances agreed upon public goals while limiting the 
risk to the city, but instead how well connected the developer’s attorneys are.  With a 
clear and specific policy, stakeholders can compare what has been suggested by a 
developer to the criteria embodied in the policy and make a reasonable judgment about 
whether the proposal complies and should be approved.  The chances of political 
manipulation are greatly reduced when decision-makers have formal criteria for making 
their decisions.   
 
Recognize the costs of the TIF program and its administration.  Resolution 010924 
calls for funding the TIF Commission through the general fund rather than through a 
percentage of TIF revenues, as is presently the case.  As Ms. Whitener’s memorandum 
correctly points out, this proposal is inconsistent with the existing agreements between 
the Economic Development Corporation and the TIF Commission.  However, the 
agreements, which are adopted annually by the parties involved, can be changed.  The 
present situation provides a built-in conflict of interest wherein the body that approves 
the plans and projects gets a portion of the revenue from approved plans and projects.  
Worse, the present situation basically keeps the cost of the administration of the program 
“off the books.”  Hidden costs are much more difficult to control.  Funding the 
administrative costs of TIF out of the city’s general fund through the annual budget and 
appropriation process would improve the integrity and the management of the program 
by clearly identifying the costs of the program, bringing the program under the scrutiny 
of the City Council and other stakeholders, and making the program subject to the same 
budgetary and financial controls as other programs that compete for city funding.   
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Emphasize the city’s role as body establishing policy.  Ms. Whitener’s memorandum 
states “Councilman Asjes and other members of the Finance and Audit Committee have 
specifically requested the TIF Commission establish policies for the use of tax increment 
financing.”  That assertion is incorrect.  Chairman Asjes asked for the Commission to 
comment on Resolution 010924, which, if adopted, would establish city policy with 
regard to TIF.  Establishing policy is the City Council’s role and not that of the TIF 
Commission.   
 
Ms. Whitener’s memorandum points out repeatedly that the City Council has ultimate 
approval authority for TIF projects and can review the projects and plans on a case-by-
case basis.  However, as long as the Council deals with these decisions on a case-by-case 
basis it is reacting to developer driven proposals, often after the deal has been largely put 
together and under significant time pressure.  Adopting a TIF policy would increase the 
power of the Council to control TIF by forcing projects to conform to prospective 
requirements enacted by the Council.  A formally adopted city policy would also give the 
Council a means for holding the TIF Commission and its staff accountable for 
appropriately reviewing and approving developer proposals that conform to city policy—
as opposed to the current situation, which forces the Council to grapple with individual 
projects only on a case-by-case basis, without an overall policy framework. 
 
Focus TIF as a tool to achieve clear, specific, measurable public goals.  The need for 
improvements to public infrastructure is widely recognized in Kansas City.  
Improvements to infrastructure, including reducing the city’s large backlog of deferred 
capital maintenance, has been a high priority of the City Council through the last several 
budget cycles.  In that context, Resolution 010924 proposes that the use of TIF be limited 
to public infrastructure.   
 
Ms. Whitener’s memorandum states, “It is ultimately up to the City Council to determine 
whether TIF should be used solely for infrastructure.  It is recommended that the city 
continue to look at projects on an individual basis and to judge those projects in light of 
public benefit and furtherance of public objectives.  By limiting the use of TIF strictly to 
infrastructure, the city may be forswearing a valuable tool that may help in forwarding 
other public objectives.”  Focusing TIF on a clear and specific public goal, such as 
improving public infrastructure, will provide more accountability for its use, improve the 
prospects for meaningful cost-benefit analyses, and improve the potential impact of the 
program by concentrating benefits on one aspect of the city’s diverse needs.  Such a goal 
is more likely to be achieved if it is communicated clearly to stakeholders in advance. 
 
Make developers understand what the City Council expects.  Resolution 010924, if 
adopted, would provide a formal, written record of the City Council’s expectations with 
regard to TIF.  In the long run, this is clearly less costly for developers and for citizens 
than having developers spend the money to prepare and present and having the 
government spend the money to review and then reject individual proposals.  
 

 3



If you would like to discuss these issues further, either individually or as a committee, 
please let me know. 
 
 
Attachment 
 
cc: Mayor Kay Barnes 
 Robert Collins, City Manager 
 Laura Whitener, Director and Chief Operating Officer, TIF Commission 
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